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INTRODUCTION

Thelnitid Briefsfiled in this proceeding reflect the vast differences between the
positions of Atlantic Electric Company (“Atlantic” or “Company”) and the Ratepayer Advocate as
representative of New Jersey’ s electric energy consumers. Atlantic is seeking to recover a Deferred
Bdance of $176.4 million to be amortized over four years and to establish rates for its Market
Trangtion Charge (“MTC”), Net Non-Utility Generation Charge (“NNC”) and Societd Benefits
Charge (“SBC”). The Ratepayer Advocate contends that the Company’s Deferrdl Baance is inflated
and is based on unreasonable and imprudent expenditures which should be disdlowed. The Ratepayer
Advocate s recommended adjustments to the Company’ s proposd are set forth in detall in the
Ratepayer Advocate s testimony and Initid Brief and will not be repeated here. This Reply Brief will
highlight the differing gpproaches taken by the Company and the Ratepayer Advocate and will respond
to sdlected issuesraised in the Initid Briefs filed by the Company, the Staff of the Board of Public
Utilities (* Staff”), the Staff’ s Auditors, and the New Jersey Large Energy Users Codition
(“NJLEUC’)™,

These are difficult times. The Electric Discount and Energy Competition Act (‘EDECA™),
N.J.SA. 48:3-49 et. seq. mandated a new environment in the utility industry, with the restructuring of
the eectric utilities and competition in a deregulated marketplace. The Trangtion Period was atime
when the utilities should have developed plans and programs to continue the rate reductions ordered by
EDECA, or at least to minimize the burden of energy costs for New Jersey residents and businesses.
Atlantic did just the opposite: The Company failed to develop a plan for purchasing supply and
capacity; faled to utilize its owned generation facilities to minimize cogts to consumers, failed to use
hedging and other financid instruments to stabilize, and hopefully to minimize, costs, and failed to

comply with Board Orders that would have provided guidance in these aress.

! The paties briefswill be denoted as follows:
Atlantic Initid Brief - PIB;

Ratepayer Advocate Initia Brief - RAIB;

Staff Initid Brief - SIB;

Auditors Reports - AUD-1 and AUD-2;
NJLEUC Initid Brief - LEIB.



The determination of Y our Honor and the Board in this matter should reflect afair balance of
the interests of the Company’ s shareholders, the rate paying public and the State asawhole. The
Company’s proposal reflects only the interests of its shareholders many of whom do not live in New
Jersey, and may aso include the interests of Atlantic’s new out-of-state owners. The Ratepayer
Advocate s proposal would alow the Company to recover only prudently incurred costs, which would
reward shareholders to the extent that the Company acted prudently and reasonably, and would reduce
the cost of the Deferred Balance to New Jersey’ s ratepayers to the extent that they did not act

prudently.

. DEFERRAL ACCOUNTS
A. The Board Should Accept the Ratepayer Advocate' s Recommended
Additional Credit to Ratepayersfor Interest on LEAC over-recoveries
in the Amount of $1,993,000.
InitsInitid Brief Atlantic argued that the sarting point of the Deferra Account should be the
LEAC over-recovery baance (credit) of $50.002 million. PIB at 10. The Ratepayer Advocate has
argued that the Company failed to properly caculate interest due to ratepayers from the LEAC over-
recovery and that the starting credit balance was understated by $1,993,000. RAIB at 6. On Page 11
of itsInitid Brief, the Company takes exception to Ms. Cran€e stestimony wherein she stated that
alowance of interest expense on balanceswas “one-way.” |d. The Company dismissed Ms. Cran€'s
testimony “that is how the LEAC regulationswork.” T650; PIB at 11. However, Board policy has
traditiondly alowed ratepayers to receive interest on utility over-recoveries while rgecting utilities
recaiving interest on their under-recoveries. RAIB at 7; N.J.A.C 14:3-14. Theimpostion of one-way
interest is appropriate because the Company would have the incentive to take greater care in projecting
commodity costs. Moreover, the utilities received a tremendous benefit (and tremendous risk
reduction) when the Board granted them the right to implement LEACs in the first place, guaranteeing
them dollar-for-dollar recovery of prudently incurred fuel costs.

The Company aso argues that the extended time period over which the over-recovery



developed was a factor which should have limited the over-recovered baance to the Company’s
requested amount. As the Ratepayer Advocate argued in its Initid Brief, the Board, not the Company,
has the discretion to determine whether the true-up period should be extended beyond twelve months.
RAIB a 8, N.J.A.C. 14:3-14 (a).

Atlantic aso argues that the Ratepayer Advocate recommends that “the calculation of interest
on the LEAC balances should be done using net-of-tax balances” PIB a 12. Thisisincorrect. The
Ratepayer Advocate s net-of-tax adjustment has been gpplied only to the balances accrued during the
trangtion period; the Ratepayer Advocate is not attempting to change the regulations under which the
LEAC baancesare caculated. RAIB at 21.

Staff aso disputes the Company’ sinterest calculation. InitsInitid Brief, Staff proposes that
during both the accrua and recovery periods, interest on Atlantic's deferred balances be accrued “ net
of tax”. SIB at 42. Staff plansto gpply this methodology, illugtrated in Appendix SIB-1, to the
recovery of Atlantic’s deferred balance over the recovery period. Id.

Atlantic’sinitid LEAC credit to offset the Deferred Baance should be increased by
$1,993,000. The beginning balance should be atota credit of $51,995,000.

B. Atlantic’'s Actions Concerning BGS Were Imprudent, Resulting in

Excessive Costs. The Board Should Adopt the Disallowances
ﬁio&rré@ded by the Ratepayer Advocate, Board Staff, and the

1. Energy

Inits Initid Brief, the Company asserts that its deferrd was crested “ due to the fact that the
costs exceeded the revenues received by the Company to provide BGS.” PIB at13. Such adeferral
away's happens when costs exceed revenues. Unfortunately, the Company fails to adequately explain
why this stuation developed. The Ratepayer Advocate, Board Staff, the Board' s Auditors, and
NJLEUC dl have demongrated, through testimony and documentation, that the reason for the
Company’s large deferra balance was the Company’ s flawed and imprudent BGS procurement
procedures. RIB at 11; SIB at 41; LEIB at 16.

2. Procurement



a. Energy and Capacity

On pages 13 through 16 of itsInitid Brief, the Company itemizes each of its RFPs during the
Trangtion Period, in an attempt to justify the Company’ s procurement procedures. However, this
recitation merely highlights Atlantic' s failure to develop an overdl plan for BGS procurement. The
Company issued four RFPs during the 1999 through 2001 period, each with totaly different criteria,
setting forth totdly different procurement needs. AUD-2 at VI1-6, Ex. VII-4; RAIB at 14. 1t wasonly
after the Board issued its Order reprimanding the Company for its failure to comply with the Find
Order, declaring that the Company had come to the Board with “unclean hands’, and stating that the
Company was at risk of not recovering its procurement costs that the Company devel oped some
semblance of a procurement strategy. J-2 a 3. The Company states, possibly by way of apology, that
“the Company may have started down the avenue afew months late, but it took the same avenue [Ms.
Crane] identifies” PIB at 16. On the contrary, Atlantic took avery different road, one which led to
massive excess energy costs, and should not be permitted to pass these costs through to ratepayers.
Atlantic is projecting atota BGS deferral of $72,512,000 by the end of the transition period. P-12;
Sched. HAC-10 updated, p. 2 of 2.

The Ratepayer Advocate viewed the Company’s actions in amuch broader context, one which
demondtrates the confusion and lack of planning which characterized the Company’ s procurement
policies. As Ratepayer Advocate witness Andrea Crane testified:

What I'm looking at is over the period of the entire three years of the
trangition period... were your actions reasonable from beginning to the
end... There are other choices that the Company could have made
ealier on... They could have investigaeted having ther affiliate provide
sarvice.. They could have investigated parting contracts with their
fosdl fud fadilities, which perhgps would have sped up that regulatory
process with regard to the approva of the fossl plants. They could
have investigated further hedging opportunities.

So they could have taken ahogt of actions that would have resulted in
them [sic] being in a position by July and August of not facing a $78
million deferrd.

You didn’t do that. So by the time you found yourself where you were
going into the summer months...I don't have any problem with the
decison that you made at that point to accept the bids that you did.

Agan, my disdlowanceis not focused on the specific RFP that you
might have put out a one point in time and whether you made the right
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or wrong decision in response to that proposd, it’'s based on the totality
of management’s actions during this process.

[T:713-151t0 715-19; SIB at 40-41].

Staff concurs with the Ratepayer Advocate s position, ating that “on the whole, [the
Company] could have done amuch better job of BGS procurement than it did.” SIB a 40-41. Staff
further noted, “ Of the options the Company did not avall itsdf of, Staff views not having negatiating a
parting contract with the purchaser of its nuclear units to have been the one having the most impact.”
SIB at 40.

Asaresult of the Company’simproper and imprudent procedures, Atlantic's BGS
deferred balance should be reduced by $49,523,000 to $31,989,000. RAIB at 11-12. Staff agrees
with the Ratepayer Advocate s third party purchase and excess capacity adjustments which were
proposed in the Ratepayer Advocate s Initia Brief. SIB at 42.

b. Excess Capacity

The Auditors recognized that during the RFP period from January 2000 through May 2000, the
Company was anet sdller of energy. RAIB at 21, T929:L.25-T930:L5. The Company entered into
bilaterd contracts for 370 MW during the RFP, sold capacity in the PIM daily and monthly markets,
and Hill had excess capacity for 4 of the 5 months between January and May. RAIB a 21; AUD-2,
Exhibit VI1-19; T929:L29-T930:L5; T930-L14.

Because of this accumulation of excess capacity, the Ratepayer Advocate recommended, as
part of its BGS disdlowance, $3.4 million in capacity costs for the period April 2001 through May
2002. The Company opposes this disalowance as arbitrary and capricious on the ground that Ms.
Cran€' s proposal “involved no independent judgment of prudence or market prices with respect to
either capacity or the sales of capacity.” PIB at 20. The Company aso objected to Ms. Crane's
comparison of the average price of capacity purchased in the month with the average price of capacity
sold inthe month. PIB at-21. Contrary to the Company’s dlegation, Ms. Crane's comparison
methodology is gppropriate. It provides a quantifiable result which demongtrates the Company’s
imprudent activities. Moreover, asthe Ratepayer Advocate has explained in its Initia Brief, the
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Ratepayer Advocate and its witness, Ms. Crane, reviewed the Company’s BGS program, energy and
capacity, in itstotality, not asto individud actions. T715:L.13-19.

Staff dso used a quantifiable methodology. In Appendices SIB-2 and SIB-3. Staff performed
“benchmark” andyses to quantify the financia impact of the Company’s performance. SIB a 41. Staff
priced the Company’ s discretionary purchases during the first three years of the trangtion period at the
estimated PIM price of energy and capacity. 1d. Initsbrief, Staff shows that the actual cost of the
Company’s PIM and other contracts purchases during this period was $518.8 million, whereas the cost
of purchasing the same amount of energy and capacity from PIM would have been $353.5 million - a
difference of $165.3 million. SIB a 41. On aunit cost bas's, the average actuad cost of the
Company’s discretionary purchases was $72.38 per MWh, as compared to $49.32 per MWh if
purchased from PIM. Id. at 42.

In addition, Staff compared the cost of the Company’ s discretionary purchases to the cost of
such purchases incurred by JCP& L and Rockland Electric Company over the first three years of the
trangtion period. Appendix SIB-3. As SIB-3 shows, the average cost of JCP& L’ s discretionary
purchases was $49.58 per MWh and Rockland’ s was $55.68 per MWh. Staff concludes that “[i]f
Atlantic had been able to achieve these rates, its procurement costs would have been lower by $163
million, and $122 million, respectively.” Id. at 42. Staff then concluded, “Given this poor performance,
Staff agrees with both the third party purchase and excess capacity adjustments proposed by the
Ratepayer Advocate.” 1d.

Therefore, Y our Honor and the Board should accept the Ratepayer Advocate' s and Staff’s
recommendations and alow the Company to recover $31.989 million in BGS deferra cogts, not the
$72.512 million requested.

3. Atlantic’'s Claim for BGS Administrative Costs Should Be
Disallowed.

Atlantic begins its argument regarding BGS adminidrative costs by stating thet the existence of
these costs “ cannot reasonably be questioned.” PIB at 25. The Ratepayer Advocate agreesthat BGS

adminigtrative costs may exig; the issue is whether the Company should be permitted to collect them.
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As established in the Ratepayer Advocate s Initid Brief, the Company hasfaled to prove thet its
claimed administrative expenses should be recovered. Accordingly, Y our Honor and the Board should
reject the Company’s claim for BGS Administrative Cods.

The Board' s Auditors have also recommended disallowances of certain costs. They found that
the Company’ s first three RFPs were flawed; consequently, al adminigrative cods, including outsde
contractors and legal expenses, relating to these RFPs should be disdlowed. RAIB at 23; AUD-2 at
VI-6. The Auditors further recommend that BGS merchant support costs included in the BGS without
Board Order be disallowed. AUD-2 at I1-5; RAIB at 23.

The Company argues that the costs associated with the three RFPS filed with the Board and
related activities should be recoverable. PIB at 27. However, given the dismd results of the

Company’ s RFPs and procurement strategies, these ancillary costs should not be permitted.

C. The Board Should Adopt the Ratepayer Advocate s Calculation for Atlantic’s
Market Transtion Charge
1 New NUG Charge Deferrals
Thisissueis addressed in Section |11 below.
2. To BeDivested Generation
a. Cash Working Capital
InitsInitid Brief the Company argues that the Company’ s investors are entitled to earn an
alowance for Cash Working Capita based on its “to-be-divested generation” revenue requirement.
PIB a 29. The Company should not be permitted such an dlowance. Atlantic aready receivesa
return on these funds through the monthly interest it receives on its deferred balance. RAIB at 25.
Moreover, the Company is permitted to collect interest at the rate of 13%, which isfar above the
current short-or long-term treasury rates. Thisinterest rateis likely higher than the Company’ s cost of
capitd. Given that Atlantic has earned this high interest rate on these facilities, permitting the Company



to collect additiond moneysisawindfal for shareholders and yet another financia burden on Atlantic’s
ratepayers.

The Company’s “taking” argument is without merit. The to-be-divested generation units are
currently in rate base, and the Company is collecting the Board-Ordered rate of return on those
facilities. Permitting the Company an alowance for cash working capital in addition to an extremely

generous 13% pre-tax return is surely excessive and an unnecessary burden on ratepayers.

b. The Company’s 20% excess supply resulting from erroneous
calculationsregarding its BGS auction needs should be disapproved.

Despite explicit plansto divest itsfossl fud units, Atlantic failed to do so in areasonable and
timely manner. Indeed, the Company displayed the same poor judgement in divesting its generation
asstsasit did in procuring BGS. For example, in the proposed sdle of the “to-be-divested” unitsto
NRG, the Company failed to negotiate parting contracts. LEIB at 26. The Ratepayer Advocate
objected to the lack of a parting contract, and the Company subsequently amended the agreement with
NRG. Id. However, the petition remained pending for asignificant period of time as aresult of a
number of outstanding issues. One such issue was the failure of the Company to negotiate an
agreement with NRG that properly reflected the full market vaue of the NJ fossil units because the
dlocation of the sdle price of severa in Sate and out of state units did not reflect a reasonable dlocation
and ultimatdly, the agreement fell through as it was “no longer gppropriate due to the passage of time.”
IMO Petition of ACE Regarding the Sale of Certain Fossil Generation Assets, Docket No.
EM00020106 (Order dated February 20, 2002), at 5. The Company’s actions, or lack thereof, to
redllocate the proceeds contributed to the delay and ultimate termination of the sdle with NRG. It dso
resulted in Atlantic’s having 20% more capacity than it needed.

At the time of the auction, the Company optimiticaly planned that its foss generation units
would have been sold by the time a significant amount of BGS was needed. Consequently, it
purchased 80% of its projected supply through the auction. That supply, plus the 20% supply from the
NUGs, and the 20% supply from the unsold generation units resulted in the Company’ s possessng
120% of its BGS needs. If the Company had been more responsive to Board encouragement and
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more effective in its planning, it would not have had excess cagpacity. Given the Company’s
counterproductive activities, the Company should not recover the costs of the extra 20% capecity. The
Company dlegesthat it plansto sdll its excess supply into the open market and credit revenuesto
customers. PIB at 35. However, given the Company’s past history of selling under market and outside
the PIM grid, it isuncertain if ratepayers will be made whole. Therefore, the Company’ s above market
to-be-divested monthly generation costs should be excluded from the MTC 2

3. Your Honor and the The Board Should Disallow Atlantic's Transition-Rdated
Costsas Imprudent.

The Ratepayer Advocate has recommended disalowance of 100% of Atlantic’s trandtion costs
on the ground that the Company failed to provide adequate documentation to prove that the costs were
(2) related to the trangtion period; and (2) prudently incurred. RAIB at 29-30. Atlantic disputes Ms.
Cran€ s testimony regarding the proposed disdlowance, citing Company witness Morgan’s litany of
costs dlegedly incurred by the Company for the transition to competition. PIB a 37. Mr. Morgan
cited outside contractors, interna labor, enhancement of computer systems and other expenses. Id.
Unfortunately, the Company failed to provide adequate documentation for al these costs. On Sept. 20,
2002, the Ratepayer Advocate sent discovery requesting a breakdown of the amount, the purpose,
and the date of each expenditure. RAIB at 30; T644:L.22-25. On December 23, the Company findly
responded, providing alist of broad categories, but failing to provide specific data such as invoices or
requests for proposas for obtaining contractors. 1d.; T645:L6-10. AsMs. Crane stated in her
testimony: “[y]ou can't ask for several million dollars of costs without providing some support for those
dollars” 1d.

T646:L11-13.

The Company believes it can ask for and recover those costs. The Company dismisses Ms.

2 |t should be noted that on February 5, 2003 the Board solicited comments from the
Company and the Ratepayer Advocate as to whether the ratemaking treatment accorded the B.L.
England facility during the trangition period should be prospectively modified. The Board specificaly
questioned whether the 13% pre-tax return alowed on plant investment could be justified. 1/M/O
Atlantic City Electric Company-Rate Unbundling, Sranded Cost and Restructuring Filings,
Docket Nos. EO97070455-457 (Order issued February 5, 2003) (“SIB-4").
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Crane s pogition, sating, “[d]isalowing millions of dollars of actuad costs is not a reasonable pendty for
an dleged failure to provide an adequate discovery response.” PIB at 38. The Company does not
seem to understand that the discovery process is not an unnecessary exercise, but israther the basis of
edablishing whether a utility has demondrated prudency initsactions. A failure to provide sufficient
documentation to satisfy the prudency standard demands disallowance of the fundsin question. Since
the Company has failed to provide the necessary support for its trangition expenses, those expenses
should be disallowed.

Staff agrees with the Ratepayer Advocate that the Company has not sustained its burden of
proof regarding trangtion cogts. Staff contends that Atlantic has not fully met the reasonableness and
verification tests set forth in the Board's Find Order for the recovery of the Company’s clamed
restructuring-related cogts. SIB at 20. Regarding disallowance of the costs, Staff proposes additiona
review in Atlantic’s recently filed baserate case. 1d. This, in Saff’s view, would dlow the Company
to provide additional support for its positions. 1d. a 21. The Ratepayer Advocate disagrees with
Staff’ s proposa. This amounts to a second hite at the apple. The Company has had more than
sufficient time to provide documentation to support its position, but has failed to do so. Continuing this
proceeding for additiond review gives the Company another opportunity to justify unjustifiable costs,
and does a dgnificant disservice to the Company’ s ratepayers.

All trangtion costs should be disdlowed by Y our Honor and the Board in this proceeding.

4, The Company failed to provide adequate documentation for its
consolidated billing costs arising from the customer account
services proceeding; those expenditur es should therefore be
disallowed.

InitsInitia Brief the Ratepayer Advocate recommended that the Company’ s consolidated
billing costs should be disallowed because of Atlantic's failure to document those costs properly. RAIB
a 31. Initsbrief the Company atempted to fill this void by citing to the rebuttal testimony of Company
witness Herbert Chalk. PIB at 41. The Company alegesthat Mr. Chalk’ s testimony adequately
described the work done to comply with the Board Order and claims that this testimony was sufficient

to establish that the costs were incurred and should be recoverable. 1d. Atlantic satesthat “while
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separate invoi ces from the contractors whose bills comprise 99% of the costs could be pored over, that
isnot generaly required as a precondition to inclusoninrates” PIB a 42. Testifying in rebutta or
writing in a brief that requested discoverable materid is now available for the parties review isnot the
kind of discovery and document production envisioned by the law. The Company should have
provided the documentation during the discovery period at the time when these documents were
requested. Contrary to the Company’s claim, Atlantic has provided no documentation to support that
it hasincurred any Market Development Fund costs, nor hasiit provided testimony regarding the
reasonableness of its consolidated billing cogts. RAIB at 31.

The Ratepayer Advocate has opposed the Company’ s proposed four-year amortization of
customer account service costs as contrary to Board Order. Id a 31. The Company has conceded
that it will “acquiesce” to the Ratepayer Advocate' s demand for atwo-year amortization of these costs.
PIB a 43. Itisgracious of the Company to “acquiesce’, particularly since the Board has ordered the
Company to use atwo-year recovery period. J-3 a Attachment E, at 2(c).

Since no support for these costs has been provided, the Ratepayer Advocate recommends that
no part of the $1.2 million in over-collected GR&FT funds be applied to this account and that the entire
amount of consolidated billing costs be disalowed. RAIB at 32.

[11. NET NON-UTILITY GENERATION CHARGE (“NNC”)

A. All Cogts of the Logan Arbitration Should Be Disallowed Pending
Resolution of the Matter and Board Approval of Costs.

The Ratepayer Advocate has recommended diminating al cogts of the Logan arbitration
because the matter is fill unresolved. RAIB a 34. The Company has admitted that even after the
arbitration there have been disputes that have prevented resolution of the matter. PIB at 47; Ex. P-8 a
23-24. InitsInitid Brief the Company hasignored the critica eement in the Ratepayer Advocate
opposition — the fact that the caseis not yet resolved and expenses are till accruing. The Board has
frequently deferred review of litigation expenses until such matter isresolved. For example, New
Jersey Utilities recover costs from their remediation of contaminated manufactured gas plants through

Remediation Adjustment Clauses. 1/M/O Petition of Elizabethtown Gas Company to Revise Its
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Remediation Adjustment Clause Factor, Docket No.GR00080548 (Order Adopting Stipulation and
Initial Decison dated March 7, 2002), at 2; 1/M/O Petition of South Jersey Gas Company to
Change the Level of Its Remediation Adjustment Clause, Docket No GR97070551 and
GR98080545 (Order Adopting Stipulation dated September 30, 1999) at 3; 1/M/O Petition of New
Jersey Natural Gas Company for an Annual Review and Approval of Its LGAC, et seg., Docket
Nos. GR9801014-17 (Order Adopting Initial Decision and Stipulation dated July 7, 1999) at 4. Each
company has sued its insurance carriers for recovery under their policies. Id. Litigation in these cases
continued for years. In each case the parties agreed to continue to accrue their litigation expenses until
find resolution of the suits, a which time the Ratepayer Advocate and Board Staff would have the
opportunity to review the expenses incurred. 1d. The Board has approved this methodology for the
companies. Id.

The Logan matter is smilar to the RAC litigation cases. The Company has incurred expenses
asaresult of arbitration and wishes to recover those costs in this proceeding. However, snce issues
relating to the matter are ill in dispute, there has been no find resolution of the case. Pursuant to the
existing Board policy regarding ongoing litigation, the Ratepayer Advocate recommends that the
$2,477,000 in Logan arbitration costs be eiminated from the Company’ s deferred balance. These
costs should be considered for recovery only when the litigation is resolved and the parties can evauate
whether the costs were judtified in light of the overdl financia benefit to ratepayers. RAIB a 34-35.

Staff concurs with the Ratepayer Advocate' s position. SIB at 43. Staff noted thet the
Company had included in the NNC the costs incurred in the ongoing Logan dispute. 1d. It noted that
the Company bdievesit may ultimately recover gpproximately $3 million; however, Staff supports the
Ratepayer Advocate' s recommendation that al Logan litigation costs be diminated from the NNC
bal ance and considered for recovery only when the litigation is resolved and its net effect on ratepayers

can be assessed. SIB at 44.
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V. SOCIETAL BENEFITSCHARGE (“SBC”)

A. Starting Balance

The Ratepayer Advocate does not dispute that the Company’ s starting SBC balance in
1999 was $9.071 million, nor does Board Staff. PIB at 48; SIB at 48. The Company has projected
changes to that balance which will increase the total deferred SBC badance to $21.108 million. RAIB
at 35. For theperiod from August 1999 through July 2003, the Company projected a cumulative
Demand Side Management (“DSM”) under-recovery deferrd of $1.386 million, a cumulative deferred
under-recovery of $7.798 million in the Uncollectible Account; and an over-recovery of $30.293
million in the Nuclear Decommissioning Deferral account. Sched. HACR-14 at 1-3.

The Ratepayer Advocate recommends that al deferred balances and credits attributable to the
SBC and accrued during the trangition period be netted out and the remaining SBC credit due to
ratepayers because of the large nuclear decommissioning overcollection should be refunded to
customers over one year starting August 1, 2003. 1d. at 36.

The NJLEUC did not address any SBC issuesin its Initid Brief, but reserved itsright to
address SBC issuesinitsreply. LEIB at 38.

B. Universal Service Fund (“USF”)

On March 20, 2003 the Board approved the establishment of a permanent USF to begin on
July 1 of thisyear. 1/M/O the Establishment of a Universal Service Fund, Docket No.
EX 00020091 (Agenda date March 2003, Item 2C). Thefirst year of the USF program will be funded
with an expected $30,000,000 plus administrative and start-up costs. I|mplementation of the USF
awaitsfina Board Order.

InitsInitid Brief the Company stated that it was waiting for the issuance of the USF Order to
initiate a permanent USF program. PIB at 48. The Company further sated that it might reviseits
request based on the Board Order. 1d. The Ratepayer Advocate reserves the right to comment on the

Company’s program, based on the terms of the Order.
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Regardless of the permanent Board-ordered USF, there remains an interim USF program
which must be funded for 2002. The Ratepayer Advocate recommends that the SBC deferred balance
over-recovery be applied to the 2002 interim program USF baance, and that the permanent program
be established pursuant to the Board' s forthcoming Order in the USF matter.

RAIB at 36.

Board Staff concurs with the Ratepayer Advocate' s recommendation to apply the over-
recovery in the SBC deferrd, including accrued interest, to the 2002 USF codts, thereby eliminating the
need to establish a USF charge effective August 1, 2003. SIB at 45-46.

C. New Jersey Clean Energy Program Funding

The Company should comply with al provisons of the New Jersey Clean Energy Program
(formerly “CRA”) ordered by the Board. Currently the Company has projected a cumulative under-
recovery deferra in this program in the sum of $1.386 million for the period from August 1999 through
July 2003. RAIB at 37; Sched. HACR-14. Asthe Ratepayer Advocate recommended above and in
its Initia Brief, this under-recovery should be included with the other SBC dementsand the baance of
the total over-recovery should be credited to ratepayers.

D. Uncollectibles

Atlantic has projected a deferred under-recovery of $7,798,000 in its Uncollectibles Account
for the period from August 1999 through July 2003. PIB at 38; HACR-14. The Company states that
this sum should be included in the total SBC. 1d.

Inits evauation of the Company’s Uncollectibles Account, the Board's Auditors found that the
total in the account exceeded the required allowance of $9,906,357 by $1,417,412 based on the
estimated low percentages of the month end aging accounts. SIB at 46-47. The Audit Report
recommended that the deferred balance be reduced by $1,417,412, the amount determined to be
excessve. SIB at 47. Both Staff and the Ratepayer Advocate recommend that the Auditors
adjustment be adopted and that the deferred balance be reduced by $1,417,412. SIB at 47; RAIB a
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38.

E. Consumer Education Costs

The Company arguesthat it should be permitted to recover CEP costs because the expenses
were incurred pursuant to Board Order. PIB at 49. However, asthe Ratepayer Advocate explained
initsInitid Brief, the Company has failed to prove that its CEP expenditures were reasonable and
prudent for Years 1, 2, and 3. RAIB at 40. Moreover, the Company has not attempted to provide
support for its clam that the CEP costs are recoverable. InitsInitial Brief the Company stated,”[t] he
most important point to consider isthat these were expenditures undertaken to provide consumer
education as directed by the BPU.” PIB at 49. Perhapsthat is true, but, the Company must till meet
the standards of reasonableness and prudence.

As part of the CEP program, Measures of Success were developed to determine the success
of the satewide program. Id. However, the Measures of Success are only benchmarks for the
success of that year’ s program, not a demonstration that the Company spent its CEP funds reasonably
or prudently. Even if the Measures of Success were to be achieved, the Company must till
demondtrate that the costs incurred were reasonable and prudent. Id.

In its June 25, 1999 CEP Order, the Board stated that it would look to “the extent these
[expenditures] represent prudently incurred expenses.” |/M/O Consumer Education Program on
Electric Rate Discounts and Energy Competition, Docket No. EX99040242 (Order of Extension
dated April 8, 2002) (“CEP Order”) Reaching the Measure of Success for a particular year is not
proof that the Company’ s expenditures that year were prudent. RAIB at 41. The Board further
declared in the CEP Order that the “ reasonableness and prudence of the cost levels incurred to achieve
the Board approved measures of success will need to be assessed in reviewing the SBC filings” 1d.

Staff’ s anayss of the Company’s CEP costsis erroneous. Staff stated, without explanation,
that it found the CEP codts “to be consstent with the intent of the Board' s consumer education initiative
and prudent”. SIB a 49. However, it reserved its rights to modify its position after its review of the
Auditors Phase Il Report which is to address CEP costs from August 12, 2002 through March 31,
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2003. Id. The Ratepayer Advocate disagrees with Staff’s conclusion. Atlantic did not provide
sufficient documentation to prove prudence.
Atlantic has failed to prove reasonableness and prudencein its CEP expenses. Its CEP

expenses should therefore be disalowed.

V. METHOD OF COLLECTION OF DEFERRED COSTS

SBC Credit

InitsInitia Brief, the Company has expressed its desire to retain its SBC over-recovery rather
than return it to ratepayers as the Ratepayer Advocate has recommended. The Company argues that
because the Board is expanding some SBC programs, this will necessarily increase customers’ rates.
Atlantic further expresses concern that ratepayers will see areduction in rates from the SBC credit and
a subsequent increase resulting from expansion of SBC programs. There is no way to know what the
Board will require of the utilities, so an SBC rateincrease is purely speculative. More importantly,
ratepayers will see an increase in rates on August 1, 2003; application of the SBC overrecovery to

SBC rates will mitigete thisimminent increase.
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VI. THE COMPANY HASNOT PRESENTED ANY ARGUMENT WHICH
SERIOUSLY REFUTESTHE RATEPAYER ADVOCATE'SINTEREST AND
TIMEFRAME RECOMMENDATIONS FOR DEFERRED BALANCE
RECOVERY AND, THEREFORE, THE RECOMMENDATIONS SHOULD
BE ADOPTED.

As st forth in the testimony of itswitness, Mr. James Rothschild, and inits Initid Brief, the
Ratepayer Advocate recommended a ten-year amortization period for the Company’ s deferred
balance, with interest fixed at the seven-year treasury rate® RA-18; RAIB, pp. 50-54. InitsInitid
Brief, the Company did not present any convincing argument to undermine the Ratepayer Advocate' s
recommendation, as demonsirated below.

At its agenda meeting on March 20, 2003, the Board recalled severa issues related to the
securitizetion and amortization of deferred balances. The Board's action was memoridized in aletter
dated March 25, 2003 from Board Secretary Kristi 1zzo (“ Secretary’s Letter”). The letter recaled
“the issue of how much of the prudently incurred deferred balances should be securitized and how
much should be amortized, what is the gppropriate length of the amortization and the interest rate.”
Secretary’s Letter, p. 1. The Secretary’s Letter aso recaled the issue of “whether dl or part of the
prudently incurred deferred balances are legdlly digible for securitization under EDECA.” |Id.
However, the Secretary’ s Letter also provided that “[t]o the extent that the parties have offered
opinions on the setting of trangtional amortization and interest rates in their cases, those portions of
their briefs will be reserved to the Board and decided by the Board as part of their fina rate Order.”
Id., p. 2. The Ratepayer Advocate, the Company, and intervenor NJLEUC addressed the amortization
and interest issuesin their Initid Briefs. See RAIB, pp. 50-54; PIB, pp. 50-54; and LEIB, pp. 39-44.
So as not to prgudice its position, the Ratepayer Advocate will address the Initid Briefsfiled by the
other parties on these issues. The Ratepayer Advocate aso wishes to reserveitsright to augment and
supplement its briefs in any future proceedings on these issues before the Board.  Atlantic and the

NJLEUC briefly addressed in their Initid Briefs the issue of whether prudently incurred deferred

3 Seven-year treasury rate shown in the Federal Reserve Statistical Release on or closest to
August 1, plus 60 basis points.
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balances are digible for securitization, the Ratepayer Advocate reservesit right to addressthisissuein

submissions to the Board when thisissueis considered, pursuant to the Secretary’s L etter.

A. Amortization Period

In contrast to the Ratepayer Advocate s ten-year amortization recommendation, the Company
argues for the use of afour-year amortization period. RAIB,pp. 50-52; PIB, pp. 50-51. Whilethe
Company acknowledged the impact of a shorter amortization period on its customers, the Company
citesthe “financid risks’ borne by the Company as one of the baancing factors weighing againgt using a
ten-year amortization period. PIB, p. 50. However, the Company faled to quantify its clamed
financid risks. In contradt, the rate increase mitigation benefits of a ten-year amortization period are
measurable and provide concrete benefits to ratepayers.

As noted by Ratepayer Advocate withess Mr. James Rothschild at an evidentiary hearing, the
Company did not provide balance sheets, cash flow statements, and coverage retio information in
support of its contention that an extended recovery period would impact its borrowing capacity.
T839:.L2-11. Moreover, the Company’sfinancid hardship clamsfail to consider the change from
negative cash flow when the deferred ba ances grew during the Trangition Period, to positive cash flow
when the deferred balances are recovered in the post Trangition Period. T838:L17-23.

In contrast to the Company’ s vague claims about financia hardships, the use of aten-year
amortization period will bring concrete rate relief to its ratepayers. Mr. Rothschild demonstrated that
extending the amortization period from four-years to 10-years produced a steep drop in rates. R-18,
Table 2, pp. 12-13. Mr. Rothschild found that using a 10-year amortization period instead of a four-
year period would sgnificantly lower the annual charge to recover the deferred balance, from 0.5770
cents per KWh to 0.2603 cents per kWh, using the Company’ s filed deferred bal ance estimate of
$176,777,198 for purposes of illustration. Id., p. 9. The 10-year amortization period recommended
by Mr. Rothschild resultsin significant savings for Atlantic’' s ratepayers.

The Ratepayer Advocate s recommended ten-year amortization period was supported by the
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NJLEUC. LEIB, pp. 39-41. The NJLEUC' switness, Mr. Gorman, cited the impact of lower charges
for Atlantic’s business and residentia customers, especidly in the current economic downturn. LEIB,
p. 40 citing NJLEUC-1, p. 7.

One of the objections raised by the Company to the ten-year amortization proposal was the
need for nine future true-up proceedings, instead of three. PIB, pp. 50-51. The Ratepayer Advocate
submits that even if one were to consder the adminigrative burden of such proceedings, in light of the
sze of the Company’s claimed deferred balance and its impact on ratepayers, the Company’ s concern
about nine true-up proceedings is without merit. Furthermore, the Company’ s concerns about rate
“see sawing” should be dismissed. PIB, p. 51. Assuming arguendo that the Company’s concerns
meaterialize, the Board certainly has the power to address them in subsequent true-up proceedings.

Finaly, as Mr. Rothschild testified, amortization of the deferred balance over ten-yearsisaless
coglly dternative than securitization over fifteen years. RA-18, p. 6. Mr. Rothschild caculated that
securitization over fifteen years would cost ratepayers $6.95 million more than amortization over aten-

year period, usng Mr. Rothschild’' s parameters. 1d., p. 14.

B. Interest Rate

The Ratepayer Advocate recommends the use of afixed interest rate for the post Trangtion
Period. RAIB, pp. 52-53. The Company’s arguments for resetting the interest rate applied to the
deferred baance are unconvincing. PIB, pp. 52-53.

The Company clamsthat there is nothing in the record to support the claim that the deferred
baance will be financed at the beginning of the recovery period using any particular financing vehicle.
PIB, p. 52. However, while the deferred balance might not be financed using any single financid
vehiclg, it isincredulous to suggest that the balance will not be financed somehow at the beginning of the
recovery period. The Company’s concerns about rates changing every year whether or not afixed
interest is used and the merits of whether afixed or variable rate better facilitates a comparison with

securitization, do not address the underlying rationde for using afixed interest rate. PIB, p. 51,53. The
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use of afixed interest rate is very sound and reasonable, as set forth herein and in the Ratepayer
Advocat€ s Initia Brief and itswitness testimony. RAIB, pp. 52-53; RA-18.

As Mr. Rothschild testified, the outstanding deferred balance will gradudly decline over the ten
years, accompanied by a cash flow from ratepayers to pay both interest and principa on debt. RA-18,
p. 9; T838:L17-23. Once the recovery procedure is decided by the Board, before the start of the
recovery period, the Company will be able to achieve permanent financing to match its cash flow, & a

fixed interest rate.

C. Tax Consderations

As s forthinitsInitid Brief and the testimony of its witness, the Ratepayer Advocate
recommends that the Company’s deferred balance be adjusted to reflect tax benefits. RAIB, pp. 53-
54; RA-18, p. 15-16. Additiondly, the interest expense recovery revenue should not be grossed-up for
income taxes. RAIB, p. 54; RA-18, p.16.

As demondtrated above, the Company has not provided any convincing argument which refutes
the reasonableness of the Ratepayer Advocate' s amortization proposal. For the reasons st forth
above and initsInitid Brief and witness' testimony, the Ratepayer Advocate recommends that the ten-
year amortization proposal set forth by Mr. Rothschild, and the resulting rates, should be adopted by
the Board as the proper going-forward ratemaking treatment of the Company’ s deferred balance.

VIl.  YOUR HONOR AND THE BOARD SHOULD REJECT ANY PROPOSAL
TO MODIFY MTC AND NNC CHARGESIN THISPROCEEDING AND
INSTEAD SHOULD ADOPT THE COMPANY'SFILED POSITION ON AN
INTERIM BAS'SUNTIL THE ISSUE CANBE FULLY VETTED IN THE
COMPANY’SPENDING RATE CASE.

Initsinitid filing, the Company proposed that MTC recovery be dlocated based on uniform
energy rates. The Company provided schedules supporting this testimony including the calculation of
20



the deferred recovery rate based on annud sales ($kWh) and the MTC rate design schedule. P-14,
JFJ1, JFJ-3. The Ratepayer Advocate recommended that this proposal be adopted provisondly and
that the methodology of the MTC be addressed in the Company’ s pending base rate case.

Then, initsInitid Brief, the Company changed its postion and announced that it “does not
object to the NJLEUC proposa as set forth by Mr. Gorman that the Company’s MTC and NNC rates
be adjusted to reflect differing loss factors for customers served at transmission and primary voltage
levels” PIB 56-57. Thus, the Company accepts without comment the testimony of awitnessit
characterized two paragraphs earlier as demondtrating “alack of knowledge about the customers on
whose behdf he testified,” “uncertain” about traditiona recovery mechanisms, and mistaken about
relevant portions of EDECA. Id.

Similarly, Board Staff accepted Mr. Gorman's position that “line losses should be reflected in
the MTC and NNC charges” SIB at 52. However, Board Staff conditions this position with the
assumption that “the Company’s dlocators and rates have not aready been adjusted for such line
losses” 1d.

The Ratepayer Advocate recommends that the Company’ s rate design not be determined by
acquiescence and assumption. The Company’s as-filed uniform methodology should be adopted
provisonaly and the methodology of the MTC be addressed in the rate design portion of the
Company’ s pending base rate case. Rate design cannot be done in avacuum. Atlantic’s customers

pay one hill. The various components that make up a customer bill must be designed

as abaanced whole, not as a series of unrelated charges.

The Company’s current MTC rates were devel oped during the restructuring process. There
was no atempt made at that time to assign costs on a casud basis. Rather, the MTC rate was
established on aresidua basisto preserve revenue neutraity and to provide equa reductions by
customer class. To change this balance without consideration of the other changes that shaped this

resdud rate and without consideration of class impacts would upset the careful baance of the trangtion
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period rates. That we consider these changes within the context of the class impactsis especidly
important as we move into a more competitive market.

Accordingly, the Ratepayer Advocate respectfully requests that Y our Honor and the Board
adopt on an interim basis the Company’ s as filed MTC recovery mechanism and dlow thisissue to be
finaly decided in the context of the Company’ s pending rate case where it can be fully explored by al
interested parties. Such adecison can only result in a carefully considered, carefully crafted overal

rate design that fairly dlocates the Company’ s revenue requirement among al rate classes.
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VIII. CONCLUSION
For the reasons st forth in the Ratepayer Advocate' s Initia Brief, this Reply Brief, and the

testimony of Ratepayer Advocate witnesses Andrea Crane and James Rothschild, the Ratepayer

Advocate respectfully submits that Y our Honor and the Board should adopt the following

recommendations.

Q Atlantic's claimed BGS deferral should be reduced from $72,512,000 to $31,989,000.

2 Atlantic’s claimed NUG deferred over-collection should be increased from $6,365,000 to
$9,301,000.

3 Atlantic’s claimed MTC deferred balance should be reduced from $124,682,000 to
$70,344,000.

4 Atlantic’s claimed SBC over-collection should be increased from $20,083,000 to
$21,5000,000.

) The deferred baance recovery period should be extended to ten years.

(6) The interest rate for the term of the recovery period should be set at the beginning of the
recovery period.

) The amount upon which the interest accrua is based should be reduced to reflect the tax benefit
associated with the underlying expenses.

(8 The interest recovery revenue should not be grossed-up for taxes.
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